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INDIA — KEY ECONOMIC INDICATORS 


All values in U.S.$ million unless Exchange rate: U.S.$.1.00=Rs.8.50. 
otherwise indicated. Indian fiscal 
year is April 1 to March 31. 

Percent Estimated 

1977-78 Change (B/A) 1978-79 
B Cc D 

INCOME, PRODUCTION, EMPLOYMENT 
GNP at Current Prices ($ billion) 100.85 
GNP at Constant (1970-71) Prices ($ billion) 60.38 


11.0 103.40 
7.0 
Per Capita GNP, Current Prices ($) 161.36 8.9 
Sim 
i 


61.90 


Industrial Production Index (1970=100) 140.1 

Agricultural Production Index Lgive 
(1967/68-69/70=100) 

Labor Force (million) 265 2.0 

Number of Persons Registered at 11.3 10.8 
Employment Exchanges (million) 


2.0 


MONEY AND PRICES 

Money Supply with Public 18,364 21,274 

Prime Lending Rate (State Bank of 14 14-132/ 13 
India) (percent) 

Wholesale Price Index (1970-71=100) 176.6 185.6 : 189.0 

Consumer Price Index (1960=100) 301 324 ; 330 


BALANCE OF PAYMENTS AND TRADE 
Gold,SDRs,and Foreign Exchange Reserves 3,747 5syBes ° 7,200 


External Debt 12,177 12,534 i 13,500 
Annual Debt Service 829 929 ; 1,000 
Overall Balance?/ 1,911 2,392 : 1,540 
Balance of Trade 85 -816 -1,4008/ 
Exports, FOB 6,054 6,324 . 6 ,5902/ 
U.S. ShareC/ 708 776 : 1,000 
Imports, CIF 5,969 7,140 : 7,990Y 
U.S. ShareS/ 1,135 774 3 1,000 


Major imports from U.S. (1977): machinery and transport equipment, 237; oils and 
fats, 166; chemicals, 146. Major exports to U.S.(1977): textiles, 173; non-metallic 
minerals manufactures, 148; coffee and tea, 86. 


a/ Effective March 1, 1978, the rate is 13 percent. 

b/ Current and Capital Accounts Balance. 

c/ Calendar year figures (1976, 1977, 1978). 

d/ By using the exchange rate of U.S.$ 1.00 = Rs.8.00, figures for balance of trade, 
"exports and imports, respectively are-1,500, 7,000 and 8,500. 


Sources : GOI Central Statistical Organization, Reserve Bank of India, GOI 
Economic Survey, Planning Commission, U.S. Department of Commerce, 
World Bank. 





SUMMARY 


The Indian economy in 1978-79 is expected to achieve a 
growth rate of perhaps three percent in Gross Domestic 
Product on top of an increase of approximately seven 
percent last fiscal year. A very favorable southwest 
(summer) monsoon is likely to result in foodgrain 
production roughly equivalent to last year's record 
output of 125.6 million MT. The industrial sector is 
still troubled by a number of constraints, including 
recent floods that are having an adverse effect on coal 
and steel production. It is unlikely, therefore, that 
the official 1978-79 industrial growth target of 7-8 
percent will be reached. 


Prices have been relatively stable in recent months 

because of a favorable supply situation and the Government's 
ability to import essential commodities. In early October 
1978 wholesale prices were about the same as the year before. 
The Janata Government's economic policies are placing more 
emphasis on the agricultural sector and small scale industry, 
but industrial growth remains generally inhibited by a 
pervasive system of government regulations and controls. 


Rising imports of essential commodities, raw materials and 
capital goods will result in a larger trade deficit that 

may be around $1.5 billion in 1978-79. However, the balance 
of payments situation remains comfortable, primarily because 
of substantial inflows of foreign aid and remittances from 
Indians abroad. Foreign exchange reserves, at a record 

$6.6 billion at end September 1978, are expected to exceed 
$7 billion by March 1979. 


Trade between the U.S. and India in 1978 is projected to 
total approximately $2 billion, about equally divided. 

The Indian market presents good opportunities for U.S. 
exporters in such areas as steel, telecommunications and 
energy, including oil exploration and coal. Prospects are 
also favorable for U.S. sales of soybean oil, computers, 
electronic products, and mining, power generating, machine 
tools/metal working, bulk handling and technology equipment. 
Total U.S. direct investment in India declined to $328 
million by the end of 1977, largely because of foreign oil 
company nationalizations and a drop in investment of 
machinery firms. Little new U.S. investment is expected 
in India over the medium term due to highly selective 
foreign investment policies of the Indian Government. 





CURRENT ECONOMIC SITUATION AND TRENDS 


India's Gross Domestic Product (GDP) in 1978-79 is 
expected to increase by perhaps three percent,following 
the rather sizeable economic growth of around seven 
percent last fiscal year. A very good southwest monsoon 
occurred this past summer, and the rains have the dominant 
influence over an agricultural sector which accounts for 
almost 45 percent of GDP. 


Nevertheless, longer term trends in the economy continue 

to give grounds for concern. Agriculture has remained 

the key sector in terms of both output and employment; 
throughout this century slightly over 70 percent of the 
Indian labor force has remained in the agricultural sector. 
In contrast to what normally happens in the process of 
economic development, industrial output has stagnated in 
recent years at about 16 percent of GDP. The present 
population of around 650 million is increasing by about 

13 million a year. Unfortunately, the Government's family 
planning program has not yet recovered from the popular 
backlash brought on by compulsory sterilizations in 1975-76. 
Approximately 5-6 million persons enter the labor force 

each year, but only about ten percent of them can find work 
in the organized (industrial/services) sector. The Planning 
Commission estimates that almost 21 million persons (most 

of them in rural areas) are now unemployed on a typical 

day, or eight percent of the total labor force of 265 million 
in 1978. The Janata Government hopes to eliminate unemployment 
in ten years, but according to the Planning Commission, the 
problem of unemployment/underemployment appears to be growing 
worse. 


Agriculture 


Agricultural output this crop year is expected to be excellent. 
Foodgrain production should be around last year's record 
harvest of 125.6 million MT. The kharif crop this fall may 

be approximately 78 million MT, slightly higher than the 
record kharif harvest last year. Summer floods in the 
Gangetic plain, particularly Bihar and West Bengal, have 
reportedly inundated 6-7 million hectares of crops, mainly 
rice and jute, and may result in a loss of 2-3 million MT of 
foodgrains. However, some of this loss may be offset by 
expanded plantings of other crops, such as wheat and pulses, 
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Also, soil and subsoil moisture will be very favorable 
for the coming rabi (winter) season. 


Both the Central and state governments continue to place 
high priority on increasing land area under irrigation, 
multiple cropping, fertilizer use, high yielding varieties 
of seeds, institutional credit to farmers and improved 
extension services. All these measures are slowly lessening 
India's dependence on the monsoons. In September 1978 the 
Government increased procurement prices - 10 percent for 
coarse rice and 15 percent for coarse grains (sorghum, corn 
and millet), resulting in a price of Rs.85 per quintal for 
all these foodgrains. Most states had demanded even higher 
procurement prices, but the recent increase should be 
favorably received by most farmers. Movements of major 
foodgrains continue to be free throughout the country. 


The Government has not yet decided on a public distribution 
policy for essential goods. Only three items - rice, wheat 
and kerosene - are now being distributed generally through 
fair price shops. Stocks of wheat and rice in storage 
totalled some 16 million MT at end September 1978. Offtake 
of these commodities through the public distribution system 
is around 900,000 MT a month. The Government is hoping to 
distribute 1.2 million MT of foodgrains, mostly wheat, for 
food-for-work projects in rural areas during 1978-79.Although 
this program, designed to generate employment and improve 
rural infrastructure, got off to a slow start last year, it 
has begun to move forward in a number of states. 


Industry 


The industrial sector continues to be troubled by unutilized 
capacity (less than 60 percent in half of industry), power 
shortages, labor unrest, transport bottlenecks, port 
congestion, rising input costs and insufficient profits. 
Industrial output grew by only 3.4 percent in 1977-78. Since 
then there have been definite indications of a pick-up in 
demand in certain sectors, including steel, cement and 
aluminum. Public sector enterprises have increased their 
investment somewhat. However, private sector investment 
still remains sluggish, partly because of fears of possible 
nationalizations of certain sectors and reported Government 
plans to restrict the growth of the larger industrial houses. 
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The Government's industrial growth target this fiscal 

year is 7-8 percent, but an increase of around six 

percent is more likely. The industrial production 

index for April-June 1978 was 7.3 percent higher than 

in the comparable 1977 period. The recent floods that 
inundated important coal mines in West Bengal are expected 
to result in a reduction in the 115 million MT coal 
production target by 15-20 million MT this fiscal year. 
Declining supplies of coal are causing problems in steel 
mills, thermal power plants and the railways. Steel output 
during April-September 1978 was slightly lower than the 
comparable period in 1977. Crude steel production during 
1978-79 may be as much as one million MT below the projected 
target of around 10 million MT. Also, the troubled jute 
industry has been badly affected by the floods because of 
damage to raw jute and stocks of jute manufactures. Some 
industrial raw materials and goods, in addition to coal 
and steel, are now in short supply, particularly cement 
and soda ash. 


The power situation has generally improved in recent months 
largely because of favorable rain and snowfall that has 

led to increased hydroelectric output. During April-August 
1978 electric power generation was 14 percent higher than 
in the comparable 1977 period. Nevertheless, the nationwide 
gap between peak power demand and supply is around nine 
percent. Power shortages in such areas as West Bengal and 
Bombay are likely to continue despite the Government's 
ambitious power targets: an increase in capacity of 3,800 
MW in 1978-79 (unlikely to be reached) and 18,000 MW during 
the 1978-83 plan period. 


Price and Banking Developments 


Prices have been relatively stable during the past year 
because of a favorable foodgrain situation and the ability 
of the Government to import essential goods in short supply 
on the domestic market. In early October 1978 the wholesale 
price index was about the same as it was twelve months 
before. The major consumer price index in August 1978 was 
approximately one percent higher than in August 1977. During 
April-September 1978 wholesale prices increased by 1.6 
percent, but some inflation is normal during this period 

of the year. It is expected that wholesale prices will, 
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on average, remain steady in the coming months because 
of the likely record kharif harvest. The inflation 
rate in 1978-79 (comparing the average wholesale price 
index with last year's average) may be only about two 
percent. Also, the growth in the money supply has 
decelerated to some extent, increasing by 5.5 percent 
during April-September 1978. 


The Government has been making a determined effort to 
increase the flow of institutional credit going to rural 
areas. By June 1978 there were approximately 28,000 

branch offices of commercial banks, of which slightly over 
40 percent were located in rural and semi-urban areas. 
However, the share of rural branches in total commercial 
bank credit is only about eight percent (compared to 1.5 
percent in 1969). Commercial banks and cooperatives, 

while providing more credit to farmers, are faced with 

the problem that about one half of these loans are not 
repaid on time. The bulk (perhaps 60-65 percent) of rural 
credit, however, still comes from individuals, particularly 
private moneylenders. Approximately 28 percent of total 
bank credit is now going to priority sectors, notably 
agriculture and small scale industries, and the Government's 
goal is to raise their share to 33 percent by March 1979. 


Economic Policies 


The Janata Government has revised past economic priorities 
by committing more resources to agriculture and labor- 
intensive small scale units. Increased emphasis is being 
placed on the handloom and decentralized sectors of the 
textile industry. Over 200 industrial centers have been 
established to service existing small scale firms and 
promote new ones, and the official target is to have a 
center operating in each of the 460 districts by 1979. It 
remains to be seen how effective these centers will be in 
dealing with the problems of many small scale units: high 
costs, substantial unutilized capacity, uneven product 
quality and weak marketing/distribution networks. 


During the past year the Government has liberalized to some 
extent procedures for industrial licensing and for the 
export and import of goods in an attempt to give greater 
dynamism to the economy and the industrial sector in particular. 
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Nevertheless, the system of government controls that 
has been built up over the past generation to regulate 
the Indian economy has remained basically intact. 
Government controls to keep down prices of goods for 
lower income groups have often resulted in insufficient 
profits of both private and public sector enterprises, 
thereby inhibiting industrial investment and growth. 


Balance of Payments 


The Government is pursuing a policy of import liberalization 
by including more items permitted under "open general 
license" and by allowing imports of capital goods under 
global tender for 14 key industries, including power 
generation and mineral and petroleum exploration. There 
have been substantial imports of essential commodities 

and raw materials, such as petroleum, edible oils, cement 
and special steels, to alleviate domestic shortages and to 
maintain price stability. Imports of certain capital goods 
have increased, particularly power generating, electrical 
and electronic equipment, scientific and engineering 
instruments, machine tools, computers and computer 
peripherals, industrial components, project equipment and 
spare parts. 


Rising imports and sluggish export growth (4.5 percent) in 
1977-78 caused a foreign trade deficit of approximately 
$800 million. During April-August 1978 the trade deficit 
amounted to over $600 million as exports stagnated. A 
trade deficit of around $1.5 billion, or perhaps even more, 
is expected this fiscal year, with imports reaching $8.5 
billion or more and exports around $7 billion. 


Nevertheless, India's balance of payments situation remains 
very comfortable because of continuing substantial inflows 
of foreign assistance and of remittances from Indians 
working in foreign countries. Gross foreign aid disbursements 
in 1978-79 are estimated at approximately $2 billion, while 
debt service payments will be about one half of this amount. 
Remittance earnings from Indian workers abroad in 1977 
amounted to at least $1 billion, mostly from Indians in 
Middle Eastern countries. This general pattern is expected 
to continue in 1978. In addition, foreign exchange earnings 
from tourism, shipping and foreign investment of reserves 
are substantial. As a result, record foreign exchange 
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reserves of $6.6 billion had accumulated by end September 
1978 and are expected to exceed $7 billion by March 1979. 


IMPLICATIONS FOR THE UNITED STATES 


Trade 


The United States continues to be India's largest trading 
partner. In 1977 total trade between the two countries 
amounted to $1.56 billion, about equally divided. During 
January-August 1978 the trade flow totalled $1.34 billion, 
including U.S. exports of $664 million. Total bilateral 
trade in 1978 is expected to reach approximately $2 billion 
and be about in balance. U.S. exports to India are likely 
to capture around 12 percent of the market this year. 


United States suppliers have been able to maintain their 
market position here because of growing Indian willingness 
to procure on a global basis from convertible currency 
countries, reduced price differentials between American 

and European or Japanese goods, and a favorable rupee/dollar 
exchange rate. In recent months U.S. exporters have made 

the following major sales: the bulk of the orders totalling 
$50 million for Rourkela Steel's cold rolling point; a 
stainless steel polishing machine valued around $3.6 million 
for Salem Steel; 50,000 MT of ferrous melting scrap for 
mini-steel plants; over $12 million in oilfield equipment 
for oil exploration activities in northeast India; two 
communications satellites; electronic components; and large 
quantities of spare parts. Many of these purchases have 
been made by Indian public sector enterprises. 


U.S. export prospects in India appear to be bright because 

of the continuing process of import liberalization and 

ample foreign exchange reserves. Major areas of immediate 
interest include the steel sector - the Bokaro and Rourkela 
steel plants will be purchasing at least $160 million worth 
of capital equipment for two new units; power generation - 
gas turbines and captive thermal power generating units 

worth several hundreds of millions-of dollars may be imported 
if the Government of India provides the necessary authorization; 
telecommunications - U.S. suppliers have an advantage because 
of our advanced technology; and the coal sector - Coal India 
has a global procurement program for various equipment that 
may exceed $100 million in the next two years. In the 
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agricultural sector India is a primary market for U.S. 

soybean oil, and in the past 18 months has imported from 

the U.S. several previously prohibited commodities such as 
almonds, raisins and pulses. Other areas of the Indian 

market that are of interest to U.S. suppliers include textile 
machinery, oilfield equipment, petrochemicals, oil refineries, 
bulk handling equipment, electronics and instrumentation. 

U.S. export performance in India could be further improved 

if American companies offered more favorable financing terms 
comparable to their major trade competitors; were more willing 
to sell technology to which imports could be tied; and improved 
their relationships with Indian agencies so there can be a 
better follow up on tenders. 


In August 1978 the United States resumed its development 
assistance program to India after a break of seven years. 

The FY 1978 program amounts to $60 million, mostly for medium- 
scale irrigation and malaria control projects. Our bilateral 
project assistance in FY 1979 is expected to amount to 
approximately $90 million, concentrated in the agricultural 
sector. In addition, U.S. food aid to India has continued 
without interruption. 


Investment 


According to the U.S. Department of Commerce, U.S. direct 
investment in India at the end of 1977 amounted to $328 
million, a drop of $35 million from the year before. The 
major reasons for this decline have been a drop in the 
investment of U.S. oil and machinery companies. The dilution 
of foreign equity of some U.S. firms, required under the 
Foreign Exchange Regulations Act (FERA), has largely been 
effected through expansion of local equity. Almost 80 percent 
of U.S. direct investment in India is now in the chemicals, 
machinery and petroleum sectors. Total income of U.S.companies 
operating here amounted to only $9 million in 1977, for a rate 
of return of less than three percent, compared to an average 
return of around 14 percent for U.S. companies in foreign 
countries last year. 


The Janata Government's policy toward private foreign investment 
remains rather restrictive. Its goal is to promote technological 
self-reliance and to purchase the best available technology 
wherever possible. Foreign equity investment is seen only as 

a means of acquiring technology which would be available 

through licensing or purchase. According to the FERA guidelines, 
Indians are generally to have majority ownership of companies 
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with foreign investment, except in specified instances 

where such companies are highly export-oriented and/or 

offer sophisticated technology in priority areas. The 
Government's policy toward foreign pharmaceutical firms 

as finally outlined last April is considerably more 
restrictive than toward foreign companies in other sectors. 
Despite these restraints, U.S. businessmen have opportunities 
in India for selected technical and financial collaboration 


in certain high technology industries and in joint ventures 
for export or in third countries. 
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